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Downward Slide | A tumultuous year and a half for Citigroup
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July 20, 2007:
Citi reports 
record 2Q 
earnings of 
$6.2 billion

Oct. 15: Citi reports major write-downs,
3Q earnings drop to $2.2 billion

Nov 4: Citi announces the resignation
of chairman and CEO Charles Prince

Dec. 11: Citi announces that 
Vikram Pandit is new CEO

March 16, 2008: J.P. Morgan 
buys Bear Stearns with help

of Federal Reserve

Oct. 3: Wells Fargo counter 
offers for Wachovia

Sept. 29: Citi says it would buy
Wachovia’s banking operations

Nov. 23: Citigroup in talks with U.S. government
to insulate the bank from troublesome assets

Oct. 14: Fed announces it
would inject capital into 
the banking system

Two days after Lehman Broth-
ers Holdings Inc. sought bank-
ruptcy protection, an explosive
rumor spread that another big

Wall Street firm, Morgan Stan-
ley, was on the brink of failure.
The chatter on trading desks
that Sept. 17 was that Deutsche
Bank AG had yanked a $25 billion
credit line to the firm.

That wasn’t true, but it
helped trigger a cascade of bear-
ish bets against Morgan Stanley.
Chief Executive Officer John
Mack complained bitterly that

profit-hungry traders were sow-
ing panic. Yet he lacked a critical
piece of information: Who ex-
actly was behind those damag-
ing trades?

Trading records reviewed by
The Wall Street Journal now pro-
vide a partial answer. It turns
out that some of the biggest
names on Wall Street—Merrill
Lynch & Co., Citigroup Inc., Deut-
sche Bank and UBS AG—were
placing large bets against Mor-
gan Stanley, the records indi-
cate. They did so using compli-
cated financial instruments
called credit-default swaps, a
form of insurance against losses
on loans and bonds.

A close examination by the
Journal of that trading also re-
veals that the swaps played a crit-

ical role in magnifying bearish
sentiment about Morgan Stan-
ley, in turn prompting traders to
bet against the firm’s stock by
selling it short. The in-
terplay between swaps
trading and short sell-
ing accelerated the
firm’s downward spiral.

This account was
pieced together from
the trading documents
and more than six
dozen interviews with
Wall Street executives,
traders, brokers, hedge-
fund managers, regula-
tors and investigators.

For years, sales of credit-de-
fault swaps were a profit gold
mine for Wall Street. But ironi-
cally, during those tumultuous

few days in mid-September, the
swaps market turned on Morgan
Stanley like a financial Franken-
stein. The market became a

highly visible barome-
ter of the Panic of 2008,
fueling the crisis that ul-
timately prompted the
government to inter-
vene.

Other firms also
were trading Morgan
Stanley swaps on Sept.
17: Royal Bank of Can-
ada, Swiss Re, and
hedge funds including
King Street Capital
Management LLC and

Owl Creek Asset Management
LP.

Pressure also mounted on an-
Please turn to page A16
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John Mack

By Stacy Meichtry and

Davide Berretta

ROME—Giovanni Albarella
won’t back down from a street
fight, even though he’s always
outnumbered.

As the sun goes
down, Mr. Albarella of-
ten squares off against
millions of birds that
cloud the skies of this an-
cient city. European star-
lings—birds individually
small enough to fit in a
hand—are collectively a
menace. They swoop
and poop indiscrimi-
nately, clearing Rome’s
outdoor cafes, frighten-
ingchildren and, more re-
cently, forcing an emergency land-
ing of a Boeing 737.

Mr. Albarella says he has a
method to shoo the birds away.
Backed by city hall, the 37-year-
old conservationist and a team

of assistants crisscross Rome
with high-powered megaphones
that they point at trees teeming
with starlings. The goal: to drive
the birds out of the city and back
to the countryside.

The megaphones
emit what Mr. Albarella
calls a “heart-rending
scream”—a recording
of starlings issuing a
screeching distress call.
The sound, he says, is
the only way to drive
the birds from their
roosts without harm.

“This is a great re-
sponsibility,” Mr. Al-
barella says, as the
flocks began filtering
into town one recent

evening. “You delve into a con-
flict, a tension, a problem of cohab-
itation between man and animal.”

Thousands of birds squawked
overhead and showered the cob-

Please turn to page A16

U.S. Agrees to Rescue Struggling Citigroup
Plan Injects $20 Billion in Fresh Capital,
Guarantees $306 Billion in Toxic Assets
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In Rome, Starling Stalkers
Try to Scare the Birds Out of Town
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Mr. Albarella Follows Flocks Home to Roost,

Then Blasts a ‘Heart-Rending Scream’

The federal government
agreed Sunday night to rescue
Citigroup Inc. by helping to ab-
sorb potentially hundreds of bil-
lions of dollars in losses on toxic
assets on its balance sheet and in-
jecting fresh capital into the trou-
bled financial giant.

The agreement marks a new
phase in government efforts to
stabilize U.S. banks and securi-
ties firms. After injecting nearly
$300 billion of capital into finan-
cial institutions, federal officials
now appear to be willing to help
shoulderbadassets,onatargeted
basis, from specific institutions.

Citigroup is one of the
world’s best-known banking
brands, with more than 200 mil-
lion customer accounts in 106
countries. Its plunging stock
price threatened to spook cus-
tomers and imperil the bank.

If the government’s rescue
plan is a success, it could help
bring stability to the entire finan-

cial system. If it doesn’t, even
deeper doubts about the indus-
try’s future could spread.

After a weekend of marathon
talks between Citigroup execu-
tives and top federal officials,
the parties late Sunday night
nailed down a package in which
the government will help pro-
tect the company from its riski-
est assets.

Under the plan, Citigroup and
the government have identified
a pool of about $306 billion in
troubled assets. Citigroup will
absorb the first $29 billion in
losses in that portfolio. After
that, three government agencies—
the Treasury Department, the
Federal Reserve and the Federal
Deposit Insurance Corp.—will
take on any additional losses,
though Citigroup could have to
share a small portion of addi-
tional losses.

The plan would essentially
put the government in the posi-
tion of insuring a slice of Citi-
group’s balance sheet. That
means taxpayers will be on the
hook if Citigroup’s massive port-
folios of mortgage, credit cards,
commercial real-estate and big

corporate loans continue to
sour.

In exchange for that protec-
tion, Citigroup will give the gov-
ernment warrants to buy shares
in the company.

In addition, the Treasury De-
partment also will inject $20 bil-

lion of fresh capital into Citi-
group. That comes on top of the
$25 billion infusion that Citi-
group recently received as part
of the the broader U.S. banking-
industry bailout.

The government and Citi-
group had hoped to unveil the

plan early Sunday evening, but
negotiations dragged on longer
than expected. Treasury Secre-
tary Henry Paulson began brief-
ing Congressional leaders about
the plan later in the evening.

Asian markets were mostly
lower in early Monday trading as

news of the discussions sur-
faced. Japan’s markets were
closed for a holiday.

The sweeping rescue plan un-
derscores how concerned the
government had become about
letting Citigroup’s fortunes con-

Please turn to page A15
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Giovanni
Albarella

Anatomy of the Morgan Stanley Panic
Trading Records Tell Tale of How Rivals’ Bearish Bets Pounded Stock in September

Obama Eyes $500 Billion in Stimulus;
Paulson Weighs Ramping Up Aid Again
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Business & Finance

HELPING HAND: Citigroup CEO
Vikram Pandit, shown leaving a
meeting at the Treasury
Department in October.
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The Journal Report: CEOs’ Priorities for Obama
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Aides to President-elect
Barack Obama and President
George W. Bush are rushing to
craft measures to shore up finan-
cial markets and prevent a policy
vacuum from further harming
the economy during the transi-
tion of power between the two
men.

Mr. Obama’s team is putting
together a new economic stimu-
lus plan containing more than
$500 billion in federal spending
and tax cuts over the next two
years, Obama aides and advisers
said Sunday. That package
would be far more aggressive
than anything envisioned during

the campaign.
Democratic leaders in Con-

gress are preparing to rush pas-
sage shortly after New Year’s to
have a stimulus-plan bill ready
for Mr. Obama to sign once he is
inaugurated Jan. 20.

Meanwhile, Mr. Bush’s outgo-
ing Treasury secretary, Henry
Paulson, is now considering a
more activist stance in his final
weeks in office than he had sig-
naled as recently as last week. He
isconsideringtapping the second
halfof the government’s $700 bil-
lion financial-industry rescue
fund, and rolling out new pro-
grams in response to worsening
market conditions, according to
people familiar with the matter.

Among other things, he is
seeking ways to make it easier
for households to borrow

money. He is also looking for
ways to reduce the burden of
foreclosures on homeowners.

The moves came as officials
at the Treasury and the Fed spent
theweekendonyetanotheremer-
gency rescue plan, this one for gi-
ant Citigroup after its stock fell
60% the past week. Citigroup’s
deterioration underscores the
fragile state of markets and the
economy during Washington’s
long transition of power.

Mr. Obama is planning a press
conference Monday to introduce
the leaders of his economic team,
whichis headedby Harvard econ-
omist Lawrence Summers, who
will run the White House Na-
tional Economic Council, and
New York Federal Reserve Bank
President Timothy Geithner, his
choice for Treasury secretary.

(Please see article on Page A4.)
The president-elect is likely

to use the event to assure inves-
tors and consumers that he will
take rapid, large-scale action in
the coming weeks and months.
The message will be: “This is an
extraordinary time, and extraor-
dinary responses are going to
be needed,” said one aide.

Mr. Obama is also expected to
try to calm Wall Street worries
about trying to rewrite the rules
of existing aid to Wall Street,
and excessive spending in his
new administration, according
to Obama transition officials.

So far, the main government
response to the economic crisis
has been the $700 billion Trou-
bled Asset Relief Program, or
TARP, designed to help banks and

Please turn to page A15
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n Obama will introduce his
economic team on Monday.
Treasury nominee Geithner
and National Economic Council
choice Summers are from the
same ideological wing of the
Democratic Party, and will be
shepherding through Congress
the most aggressive, interven-
tionist economic policies since
the Depression. Obama is bet-
ting on a student-and-mentor
pair who forged a partnership
while battling the world’s last
serious financial crisis. A4, A6

As Obama reshuffles the deck
of economic policy makers,
Fed Chairman Bernanke’s
fate is more obviously in play.

n Bush sought to build mo-
mentum for a planned trans-
Pacific free-trade pact at the
APEC summit in Peru, setting
up a dilemma for Obama. A3

n Many Republicans seen as
potential Obama staff members
have ties to Brent Scowcroft, a
former national-security ad-
viser turned Bush critic. A6

n Pakistan said a British
militant suspected in a plot
to blow up trans-Atlantic
flights in 2006 was killed by
a U.S. missile strike. A14
n Pakistan’s president as-
sured India he wouldn’t be
the first to use atomic weap-
ons in any future conflict.

n Afghanistan said Obama
pledged, in a call to Karzai, to
dedicate more U.S. aid and
military power to the region’s
fight against terror groups.
n The U.S. said its troops
killed 17 insurgents during a
raid in southern Afghanistan.

n Iraq won’t extend the U.N.
mandate of U.S. troops and
they will pull out immediately
if the Iraqi parliament fails to
back a pact allowing the forces
to stay until 2011, Maliki said.

n A former ally of Georgia’s
Saakashvili, seen as the stron-
gest contender for his posi-
tion, founded a new party, in-
creasing pressure on the presi-
dent to call early elections. A8
n Shots were fired near a
motorcade carrying the presi-
dents of Georgia and Poland.

n France’s Socialist Party, af-
ter two days of voting, is still at
odds over selection of a leader,
highlighting the party’s weak-
ness compared with Sarkozy’s
ruling conservative party. A14

n Venezuelans dealt Chávez a
rebuke, elevating opposition
leaders to key governorships in
nationwide elections. A8

n Thousands of protesters
surrounded Thailand’s parlia-
ment at a rally billed as a final
bid to oust the government. A14

n Canada could dip into a tech-
nical recession as early as this
year, its prime minister said.

By Jonathan Weisman,
Deborah Solomon, and

Jon Hilsenrath

By Susan Pulliam,
Liz Rappaport,

Aaron Lucchetti,
Jenny Strasburg and

Tom McGinty

By David Enrich,
Damian Paletta,

Matthias Rieker and
Carrick Mollenkamp

T he government agreed
to take unprecedented

steps to stabilize Citigroup,
guaranteeing more than
$300 billion in troubled
assets weighing on the
bank’s books and injecting an
additional $20 billion in
capital into the company. A1

n Obama is putting together
an economic stimulus plan
with more than $500 billion in
federal spending and tax cuts
over the next two years. A1

n Home builders are
elevating their pitch for a
$250 billion stimulus package,
arguing that financial markets
won’t recover until home
prices stop falling. A3

n A September trading
assault on Morgan Stanley
stemmed from a cascade of
bearish bets against the firm
by some of Wall Street’s
biggest names. A1

n Detroit auto makers are
likely to urge Congress to act
to spur consumer demand,
saying they can survive if
sales regain certain levels. B1
n U.S. auto suppliers
scramble to develop
contingency plans to deal with
the potential failure of big
customers in Detroit. B3

n Three more banks failed
Friday, two in California and
one in Georgia. C2

n Saudi Arabia cut a key
lending rate and lowered bank
reserve requirements, amid
plunging oil and stocks. A8

n Universal Music’s holiday
sales could suffer as albums
from several major artists are
delayed into 2009. B1

n Private-equity investors
made substantial profit on the
buyout of Mervyn’s due to the
deal’s structure, but the chain
ended up in liquidation. B1

n UPS is set to announce a
four-year sponsorship deal
with the European PGA. B3

n Job sites Monster.com and
Careerbuilder.com get set to
battle with ads that will air
during the Super Bowl. B4

n Borders will report
quarterly results Tuesday amid
investor concerns that the
report will show further signs
of weakness at the chain. B3

n Dividend yields are
starting to get more
attention from European
investment advisers. C2

n Treasurys have returned
9.24% so far this year,
beating all other major asset
classes in the U.S. C3

n Blackstone Group
trimmed the size of an
Asia-focused hedge fund to
about $200 million. C5

>

oil, gas, coal, biofuels,
nuclear, wind, solar...
to fuel the future
we need them all.
Meeting future demand will take more than just oil.
We’ll need to tap every practical source of energy:
from natural gas and coal to nuclear and renewables.
But whatever the source, we’ll need technology to
help us use it as efficiently and cleanly as possible.
The story continues at exxonmobil.com
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